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Local Governance Initiative and Network (LOGIN) is a multi-stakeholder knowledge exchange platform that supports 
greater decentralisation and strengthened local governance in South and East Asia. Spanning over 10 countries, 
LOGIN’s members include elected representatives, training institutions, think tanks, government departments, 
non-governmental organisations and inter-governmental organisations, among others. Working in favour of 
accountable, transparent and inclusive local governance, LOGIN facilitates knowledge sharing and peer-engagements 
on key governance issues amongst its members. Since its inception in 2013, LOGIN has been connecting and 
capacitating various actors and change agents who are driving reform agendas within their countries and the region.
As part of LOGIN’s thematic focus on fiscal decentralisation, an Experience Capitalisation Workshop on Local 
Development Funds was held from 7-9 July 2015 in Ulaanbaatar, Mongolia. This Learning Offer presented LOGIN 
members with an opportunity to learn about the current status of Local Development Funds, its features and 
challenges, as well as the modalities for strengthening fiscal decentralisation and service delivery through mapping 
of experiences across countries and the region. 
For this Offer, LOGIN collaborated with the Government of Mongolia and key international experts working in the field 
of Local Development Funds. Around sixty participants from government departments, national and international 
NGOs, development partners, think tanks and local government associations across almost all the member 
countries participated in this Offer. Interested participants from Kenya (a non-LOGIN member country) also joined 
this workshop. This Workshop Report summarises the methods and proceedings of the three-day event.
LOGIN is supported by the Swiss Agency for Development and Cooperation (SDC).
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vExecutive Summary
As part of LOGIN’s Learning Journey on fiscal decentralisation, the 2nd LOGIN General Assembly 
(December 2014) identified the management and use of Local Development Funds (LDFs) as one of 
the learning priorities of 2015. To meet this need, an Experience Capitalisation Workshop on LDFs was 
organised in Ulaanbaatar, Mongolia (7-9 July, 2015). The workshop aimed to engage participants in 
discussions on implementing LDFs, expose participants to the state-of-the-art examples, and capture 
participants’ proposals for future knowledge exchange. Around sixty participants from the 10 LOGIN 
member countries and Kenya attended this workshop.
The workshop located LDFs within the area of discretionary funds focused on development or capital 
expenditure. LDFs are linked to capacity building and/or policy reform interventions. Although the 
specific objectives of LDFs vary from country-to-country, they broadly aim at improved service delivery 
and strengthened local government capacity. Of late, LDFs are also being linked to performance-based 
allocations. LDFs can additionally be used to address a number of cross-cutting issues such as gender, 
climate change etc. The main challenges to the design and implementation of LDFs include the lack 
of political commitment, weak capacities of local governments, elite capture, harmonisation of parallel 
sources of local government finance and sustainability. 
Country experiences shared during the workshop helped conclude that LDFs have been instrumental in 
driving reforms in the overall inter-governmental fiscal transfer systems as well as in addressing important 
design issues such as flow of funds, horizontal allocation, planning, budgeting, procurement etc. 
Moreover, LDFs have emerged as an instrument of local finance that can operate in various contexts of 
deconcentration, delegation and devolution. LDFs that were anchored in the legislative/policy frameworks 
appeared more potent to be mainstreamed into the overall inter-governmental fiscal transfer system. The 
challenges common to all country contexts included capacity constraints and difficulty in sustaining the 
momentum of reform processes through increased own source revenue collection. To have a cogent 
framework for LDFs, it is important to establish supporting institutions and capacities, define the functions 
of local governments, ensure that funds match functions, allow discretionary spending, and ensure equity 
and transparency in allocation. There are various modes of channelising LDFs – direct allocations from 
national budgets, donor funding, local contributions etc. Harmonisation across the different modes needs 
to be given adequate attention. 
A panel discussion on the context and enabling conditions of LDFs brought out insights on capacity 
building, conditionality and political economy factors. Areas requiring capacity development include 
financial management, expenditure for earmarked purposes and administrative capacities. Most countries 
have a mix of conditional and unconditional grants. Since too many conditionality can curtail the autonomy 
of local governments, a balance needs to be struck between local autonomy and guided spending. 
LDFs also involve negotiations between diverse actors with conflicting demands, bringing to fore political 
economy factors. Tussles between ministries in-charge of the public purse and those in-charge of local 
governance exemplify such conflicts of demands.
LDFs are undergoing transition and change towards better incentivisation and improved capacities of 
local governments. Some innovation in LDFs are Performance-Based Grant Systems (PBGS), LDFs 
linked to climate change adaptation and Performance for Results. PBGS comprise mutually strengthening 
components, such as capital development grants and assessment processes. Allocations are adjusted 
vi
in PBGS based on fulfilment of minimum conditions or the more qualitative performance measures. 
PBGS can also be linked to climate change adaptation initiatives such as vulnerability assessments and 
investment preparations. Performance for Results is a recent innovation that focuses on the performance 
of various actors in areas such as timely fund transfers, audit and assessments and reforms implemented. 
Sustainability remains a key challenge in adopting LDFs. To make LDFs sustainable, they must be 
mainstreamed into Inter-Governmental Fiscal Transfer Systems (IGFTS). To this end, capacity building, 
use of Information Technology (IT), focus on entire services rather than mere creation of assets and inter-
municipal financing need to be given attention.
At the end of the workshop, the participants pointed out the topics where they required further learning. 
These included local government revenue, performance measurement, links of LDF with Functional 
Assignment and PBGS. 
11. Background
Local Development Funds (LDFs) are an important instrument in many developing and transition countries. 
They provide a means to improve local service delivery and enhance local capacity for development. They 
are aimed at leveraging the potential of local governments to become more responsive to the needs of 
people, improve access to and quality of basic services, boost livelihoods as well as build the capacity of 
local level institutions. Ultimately, LDFs are seen as having a positive impact on the performance of local 
governments, accompanied by strengthened public financial management systems and accountability 
mechanisms at the local level. Whether completely in the nature of untied funds, or tied to minimum 
conditions for access and/or use of funds, LDFs are intended to build the capacities of local governments 
and communities for improved governance.
The theme of fiscal decentralisation has been of continued interest to LOGIN members. At the 2nd LOGIN 
General Assembly (December 2014), under this theme the network members identified the sub-theme 
of the management and use of LDFs as one of the learning priorities for 2015. The learning interest was 
considered significant as more than half the countries within the LOGIN network have introduced and 
gradually developed some forms of LDF over the past decades. The political-economy contexts in which 
the LDFs are designed and implemented vary significantly, necessitating the need to share experiences 
on the topic across the region.
Based on the above learning need, an Experience Capitalisation Workshop on LDFs was held in 
Ulaanbaatar, Mongolia from 7-9 July, 2015. The objectives of the workshop were to:
  Provide a platform for participants, particularly LOGIN members, to engage in a peer-exchange on key 
LDF related issues, including how state and non-state actors are devolving funds to local governments 
in different contexts, how they identify and face challenges for implementation, address bottlenecks 
and use existing tools. Through this sharing, participants will have an increased common understanding 
of topics relating to fiscal transfers to local governments
2  Exposure participants, particularly LOGIN members, to the international state-of-the-art and the 
technical competences available in and through the Democratisation, Decentralisation and Local 
Governance Network, to help mobilise know-how for their own needs
  Identify and discuss proposals for future sharing and exchange within the LOGIN network on 
select topics
Day 1 of the workshop focused on setting the framework for LDFs. Participating countries presented on 
the institutional setting, purpose, flow of grants and concrete experiences with regard to LDFs in their 
country contexts. Day 2 focused on distilling relevant aspects of LDF from the country experiences, and 
peer-exchange on sub-themes through group work. Day 3 focused on future trends and innovations 
related to LDFs, and setting-up of a framework for reform analysis. At the end of the workshop, participants 
identified future learning needs and offers in country-wise group discussions.
2. Concept, objectives and challenges of LDFs1
Day 1 of the workshop helped set the framework with a presentation on the concept, objectives and 
challenges of LDFs.
The concept of LDF (as outlined in a background paper to the workshop) clearly distinguishes it from 
the unconditional block grant transfers.2 For the purpose of this workshop, the concept of LDF was taken 
within the area of discretionary funds, focused on development/capital expenditure and often linked to 
various capacity building and policy reform interventions.
In some countries, LDFs are used as triggers for boosting local development within existing IGFTS. 
Where they are not, the aim of most LDF initiatives is to eventually move towards on-budget funding and 
evolution of grants into longer-term sustainable IGFTS.
The objectives of LDFs vary from country-to-country but improved service delivery and strengthened 
local government capacity are the broad objectives. This is done through structured funding for local 
development and capacity development investment that supports local planning, procurement, local 
revenue mobilisation, local public financial management, service provision and infrastructure. Since 2000, 
LDFs have also been linked to performance-based allocations in many countries. 
LDFs are introduced in phases, for example starting as smaller pilots (such as in Bangladesh, Cambodia 
and Nepal). They then evolve with harmonisation of development partner support to up-scaled models of 
grants, including multi-sectoral block grants. They may be combined with other grants, such as grants for 
operational and maintenance costs (Lao PDR) or sector grants (Nepal) or with various top-up grants, such 
as the climate change adaptation work at the local level (Bangladesh, Bhutan and Cambodia).
The size of the grants typically varies between US$ 1-10 per capita per annum. Flow of funds may be 
direct or through intermediate tiers. Allocation formulae attempt to include various objective criteria, of 
which population, poverty indices and/or size of land are most often applied. They may focus on rural or 
vulnerable areas, or support affirmative actions, such as people’s participation or community mobilisation 
for local development. 
Most LDFs aim to address a number of cross-cutting issues. These include gender, with targeted 
investments for women focused initiatives (Bangladesh and Nepal), or environment/climate change, by 
supporting vulnerability assessments or mainstreaming environmental concerns in planning (Bhutan).
1 Extracted from a presentation made by Mr. Jesper Steffensen entitled “Local Development Funds-Concepts and Overview,” for the workshop.
2 Steffensen, J.: “Concept of Local Development Fund and Experiences from Performance-Based Grants. July 2015.” Local Governance Initiative 
and Network (LOGIN).
3Highlights of Concept, Objectives and Challenges of LDFs
  LDFs are discretionary funds focused on development/capital expenditure
  LDFs aim to improve the capacity of local governments, especially with regard to service delivery
  LDFs may be introduced as pilots but they are scaled-up into national systems. Ideally they should be 
mainstreamed into the IGFTS
  Allocation formulae include population, poverty indices and/or size of land
  LDFs are useful tools to address cross-cutting issues such as gender and climate change
  Challenges with LDFs include lack of capacities at the local level, elite capture potential as an obstacle to 
participatory development as well as sustainability issues
Despite promising experiences with LDFs, there area range of challenges in the design and 
implementation of LDFs. These include lack of political commitment to decentralisation and weak 
capacities of local governments or sub-national governments. Elite capture may become an obstacle 
to peoples’ participation (often an in-built aim of LDF). Harmonisation of parallel sources of funding that 
permeate local government tiers is difficult. Sustainability of LDFs is adversely affected by the problem 
of balance between capital and recurrent expenditures. Often assets are created using LDFs but their 
operation and maintenance becomes a sustainability issue as local governments may not have funds for 
that purpose.
3. Country experiences
The workshop provided a platform for participants to share their own country experiences with LDFs. 
Experience sharing presentations focused on the following elements:
  The country context
  Phase and key purpose of the grant system
  Fund flow mechanisms
  Key design elements, including links with capacity building initiatives
  Country specific experiences
Highlights from the country presentations are given in Table 1:
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6Key points emerging from country presentations
  LDFs have been instrumental to drive reforms of the overall system of local governments, including 
the overall IGFTS, and important design issues such as flow of funds, horizontal allocation 
(allocation criteria), planning, budgeting, procurement reforms etc. 
  Pilots have often been up-scaled and expanded to the country system
  LDFs are an instrumentality that lend themselves well for operating in varied contexts and under 
different modes of deconcentration or devolution
  While in most cases LDFs are a mix of donor driven funding and funding from central governments, 
in some cases they are part of (India and Kenya) or in the process of becoming part of the broader 
IGFTS
  LDFs that are situated within legislative/policy frameworks (Bhutan, India, Mongolia and others) are 
better situated to be mainstreamed into an IGFTS
  The common challenges in almost all countries include the capacity at local levels to absorb and 
utilise LDFs, sustaining the momentum of reform by enhancing the capacity for OSR generation 
and the gradual evolving of LDFs from use for infrastructure creation to use for more comprehensive 
elements of public service provisions
4. A framework for LDFs: Where do they fit?
Country experiences disclosed that LDFs work differently in different contexts, vary in design and 
purpose, and are used, at times, innovatively for strengthening fiscal decentralisation. A framework for 
analysing where LDFs fit in local development was discussed in the plenary discussion. Highlights from 
this discussion are given below:
  Despite local governments being seen as the building blocks in development and nation building, there 
are many challenges in adequately financing them. LDFs serve as a good means to meet with the 
challenge of financing local governments
  An effective LDF needs a policy umbrella, accompanied by supportive institutional frameworks and 
capacities
  For efficient financing of local development, including implementation of LDFs, it is important to define 
the functions of local governments, provide adequate funds for assigned functions, allow discretion 
to allocate across assigned functions, allow equity and transparency in allocation (rather than project-
based funding) and ensure accountability in managing the funds
  There are many means of financing local development – direct allocations from national budgets, donor 
funding and sometimes local contributions. However, there is a need for greater level of harmonisation 
across these means
  LDFs are usually used for capital and development investments, but some countries have combined 
this with provision for operational expenses on service delivery and on training and capacity 
building. There are instances of part-payment of salaries (top-up grants) through LDFs and support 
to programme management oriented expenditures, but this has taken up a smaller share of 
the funding
  The trend in LDF implementation has been towards initiation of pilots (often through donor support) and 
then scale-up drawing on successful pilots. LDFs are also increasingly being used to target backward 
areas and regions that are vulnerable to climate change
7  LDF have increasingly been applied to promote other reforms such as planning, budgeting, PFM, 
governance etc., through a combination of allocations, assessments and incentives (performance-
based grants)
  In an increasing number of countries, LDFs have been mainstreamed into the general IGFTS after a 
period of piloting
5. Panel discussion
During the workshop, a panel discussion was organised to discuss the context and enabling conditions 
for LDFs. The panel highlighted the main points emerging from the country experiences that could be 
used to plan future work with regard to LDFs, as well as open issues that impact LDFs. The key points 
emerging from the discussion included:
Capacity building
  Process related capacity (such as financial management, expenditure for earmarked purposes, 
administrative capacity), capacity to evolve from spending LDF on infrastructure to actual service delivery 
and capacity for local governments to deliver according to the indicators against which performance 
will be measured. Capacity also becomes crucial in public procurement, as local governments embark 
on new responsibilities, such as small or medium infrastructure projects, upon receiving LDFs. Local 
governments also need capacities in monitoring implementation 
  Capacity building is usually supply-driven, but it is desirable that demand is built for capacity building 
to deliver results (Kenya), and LDF has supported new innovative measures such as capacity building 
grants to local governments (Bhutan and Nepal), which are supposed to be more demand-driven
  Capacity building should also aim at civic engagement to achieve broader objectives such as 
participatory planning and accountability in local governments
8Principles for design of LDF – some core questions
  Where is the LDF most appropriate and in which phase of the reform process – where can it be 
performance-based? What are its core objectives? 
  Size/pool of resources to be shared and how to define the allocation formula?
  How to ensure strong coordination across the central and local government, as well as between 
agencies (intra-governmental)? 
  How to ensure a proper balance between control and guidance? 
  How to link the funding system with capacity development initiatives?
  How to ensure that funding/flow of funds is timely going to recipients?
  How to ensure a proper balance between capital investments and funding for operational and 
maintenance activities?
  How to ensure that the investments target/reach the most vulnerable people/areas? 
  How to ensure the proper balance between technical decision-making and involvement of citizens 
in priorities?
  How to combine LDFs with new innovative accountability tools?
  How to ensure that results from the LDF, including results from PBGS, are widely shared, and 
learning is used?
Conditions for grant design 
  Most countries have a mix of conditional and unconditional grants, keeping in mind the assignment of 
functions to local governments
  Too many grant conditions may not be conducive to achieving larger development goals and may even 
challenge the autonomy of local governments. This makes it important to strive for a balance between 
local government autonomy and guided spending 
  To promote specific sectors, soft incentives such as matching funds and ‘top-up’ funds may be built 
into the grant design
  Indirect conditionality can be imposed in the form of ‘investment menus’ that specify a list of items on 
which LDFs can be spent. For instance, Bhutan’s Local Government Support Programme provides 
Annual Capital Grants Funds of which 80 percent is to be mandatorily spent on a prescribed set of 
investments. Afghanistan, by contrast, has a negative menu of 17 items in the National Solidarity 
Programme on which investment is not allowed
Links with OSR mobilisation
  Although LDFs have been instrumental in developing the overall IGFTS, there is a need to focus on the 
linkages with the local government’s OSR mobilisation. In an ideal scenario, LDFs can be designed to 
include revenue generating mechanisms, such as infrastructure assets that generate income. Capacity 
building components of LDFs, too, can be channelised to improve the tax collection capabilities of 
local governments
Political economy factors
  The design of LDFs usually involves negotiations between diverse actors with different and sometimes 
conflicting demands. Key actors involved in the process of negotiation are the Ministries of Finance, line 
9ministries, tiers of sub-national actors, local governments and civil society organisations. The power 
differential between the Ministry of Finance, which holds the public purse, and the ministry in charge 
of decentralisation can determine the size of LDFs. The challenge is to design IGFTS that fit within 
the different tiers of government. Political economic factors can also decide what level of autonomy 
is given to local government bodies as well as citizens’ forum in planning, as well as monitoring and 
evaluating aspects of LDFs. The delay in the release of funds in an LDF system, in which funds lapse 
after a period, can become a subtle force that subverts the spirit of LDFs
Key take-aways from the panel discussion
  Capacity building is one of the cornerstones for LDF. Capacity building on the demand side 
should be encouraged in the process to strengthen civic engagement, accountability and 
transparency at local levels
  LDF design and implementation is a political process of negotiation between various tiers of 
government/actors
  Coordination between the various tiers and agencies is critical in ensuring effective design and 
implementation of LDFs, and for their sustainability
  It is important to explore a proper balance between guiding local governments and ensuring 
sufficient level of autonomy and discretion 
6. Recurrent themes for debate
Country experiences and discussions brought to the fore some recurrent themes in LDF that require 
further debate and deliberation. The questions raised included:
  Use and Purpose: Most countries spend LDFs on infrastructure, especially roads. The question 
remains as to how they can be made more multi-sectoral and holistic. Can the PBGSs strengthen 
focus on health, education and other sectors; and incentivises local governments to deliver within 
these areas? An incentive system accompanied by robust need-based planning may allow LDFs to 
evolve. LDFs may be driven by the entitlement argument or by the needs argument. What could be the 
most objective criteria for allocation of LDFs and their purpose?
  Types of Conditionality: Most LDFs are accompanied by minimum conditions (such as requirement 
of clean audit or mandate fulfilment). Some PBGS have a range of qualitative performance criteria 
to help determine the size of the grants. How many conditions/measures are optimum so that local 
governments are able to use LDF and improve performance? If weak local governments are consistently 
unable to perform, are they consistently deprived of grants; what could be done to support these 
(capacity building, hand-holding etc.); which part of the grants should be performance-based, and 
which should be entitlements?
  Mainstreaming LDFs: LDFs are usually introduced as pilots before being mainstreamed to the national 
level. When is it the right phase and what are the enabling conditions required for mainstreaming of 
LDFs and their merging with IGFTS? How do LDFs become sustainable and how are assets created 
through LDF scale-up?
  OSR: How can LDFs be optimally used to enhance the capacities of and incentivise local governments 
to raise OSR? Can co-financing be a viable option to stimulate OSR?
  Multiplicity of Agencies and Parallel Funding: How can LDFs be optimised alongside multiple funds 
through agencies such as line ministries? How can the problem of lack of overview at the local level of 
multiple funds be solved? How can the issue of coordination of local governments with the Ministry of 
Finance, Ministry of Local Government and other line ministries be addressed?
10
Recurrent topics for debate around LDF
  What could be the most objective criteria for allocation of LDFs and outlining their purposes?
  How many and which types of minimum conditions and performance measures are optimal in a 
PBGS? What is the best way to incentivise consistently weak performing local governments?
  How can LDFs be made sustainable and mainstreamed into the IGFTS?
  How can LDFs incentivise OSR generation?
  How can the issue of coordination between line ministries and local governments be addressed 
for LDF implementation?
  What is the impact of LDF on service delivery?
  Should clear Functional Assignments to local governments be a pre-requisite to LDF, or can LDF 
test these systems out?
  What could be the safeguards to maintain sustainability of LDFs and PBGS?
  How can LDFs be strengthened to consider the differences between urban and rural challenges?
  LDFs and Service Delivery: How do LDFs impact service delivery indirectly through infrastructure 
creation? Can citizens opting for the use of infrastructure to choose services in other areas pressurise 
service providers to improve service delivery; is this a natural initial phase of development?
  Inter-relationships between Tiers of Sub-national Government: While clear Functional Assignment could 
help in the process, the inter-relation between actors, for e.g. tiered levels of sub-national government, 
could impact the rigour with which conditionality of LDF fund usage are assessed. It may happen 
that political pressure may result in the dilution, or even waiver, of conditionality. This may also have a 
snowballing impact on whether the objectives of the LDF are met eventually
  PBGS: PBGSs have shown to have a positive impact on local development. However, they may be 
undermined by parallel funding streams. Sometimes conditionality is waived off under political pressure. 
How can PBGS be sustained and mainstreamed into sectoral grants?
  Monitoring and Reporting: What Monitoring and Evaluation (M&E) system needs to be put in place, 
alongside the hierarchy of implementing institutions? How much autonomy should be given to citizens’ 
groups in monitoring? Should the design of monitoring bodies at the local level involve elected members 
from the local councils or independent citizens’ groups? What role does efficient reporting formats play 
in ensuring transparency? Can Information and Communication Technology tools be leveraged for 
efficient reporting?
7. Innovations in LDFs
LDFs are undergoing transition and change towards better incentivisation and improved capacities of 
local governments. Some innovations in LDF were presented on Day 3 as given below:
PBGS
  Fiscal transfers in the form of LDFs often do not provide enough incentives for improvement in the 
performance of local governments. For instance reforms of IGFTS or capacity building initiatives may 
not always work in strengthening financial management, OSR collection or improving accountability? 
To counter these constraints and promote incentives for local governments to improve performance, 
PBGS have been introduced in many countries
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  PBGS comprise mutually strengthening components such as capital development grants, capacity 
building support and assessment processes. Local governments can use capacity building resources 
to improve performance in response to incentives. PBGS have tended to focus on important core 
intermediate factors such as planning, PFM, procurement and governance. Amongst the reasons is that 
since attributing the outcomes of service delivery solely to local government performance is erroneous 
(since they are impacted by external factors) and it is difficult to compare service outputs and outcomes 
of multi-sectoral grants. Hence most PBGS focus on multi-sectoral institutional strengthening. There 
are signs that if local governments can improve on these core areas, they are also likely to strengthen 
the general system of service delivery and accountability 
  Allocations are adjusted in PBGS based on fulfilment of minimum conditions (e.g. clean audits) or 
gradually on more qualitative performance measures (e.g. participatory budgeting process)
  Lessons from PBGS in countries like Nepal show that performance indicators must be derived from 
existing mandatory frameworks and be simple, measurable, clear and transparent. The fitness of 
indicators must be reviewed periodically
Minimum conditions and performance measures in Nepal
  Minimum conditions and performance measures aim at improving local governance performance 
through incentives, identifying and filling capacity gaps of local governments, as well as 
strengthening the M&E systems in local governance
  It is an indicator-based performance assessment tool comprising of minimum conditions for 
compliance and performance measures for capacity development
  Performance measures have 46 indicators for district development committees, 40 for municipalities 
and 13 for village development committees (Minimum conditions: 7 village development committees, 
10 for municipalities and 13 for district development committees)
  Performance indicators cover the following areas:
 } Planning and management
 } Budget management
 } Financial management
 } Fiscal resource mobilisation capacity
 } Budget release and programme execution
 } Communication and transparency 
 } M&E
 } Organisations, service delivery and property management
  A comprehensive M&E system is a next step in performance assessments. Third party monitoring 
could be linked to PBGS for greater transparency (e.g., Local Government Accountability Facility of 
Nepal)
  Feedback from performance measurement must be used to improve the system. In Kenya, for instance, 
when some counties started performing better, an additional grants were introduced
  Evidence from many countries shows that PBGSs have had strong positive impacts on public financial 
management, accountability, targeted service delivery priorities, and encouraged competition across 
local governments and administrative improvements
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The higher performance account in Kenya
In Kenya, the objective of the Higher Performance Account (HPA) is to take forward the use of LATF 
as a vehicle for the facilitation of performance improvement in local authorities through the extension 
of conditions of access beyond the current ones in force, in order to focus on qualitative improvement 
based on results rather than inputs. The HPA is part of the existing LATF, and an amount not exceeding 
5 percent of the annual allocation to LATF is committed to the Account.
Conditions of access applicable to the HPA are as follows:
  30 percent of the HPA funds will be dependent on independently vouched evidence from the local 
authority that more than 75 percent (by number and value) of the projects budgeted for completion 
in the previous completed fiscal year were physically completed within that year
  20 percent of the HPA funds will be dependent on evidence from the local authority that its actual 
expenditure in the previous year on civic and personnel expenses did not exceed the approved 
budget for such expenses by more than 5 percent
  12.5 percent of the HPA funds will be dependent on evidence from the local authority that its 
actual revenue received for the previous year from local sources is at least 90 percent of the 
budgeted amount
  12.5 percent of the HPA funds will be dependent on evidence from the local authority that its actual 
revenue received for the previous year from local sources exceeds that earned in the year before 
that by not less than 10 percent
The experiences from LATF and the HPA have led to a decision to design a new PBGS in Kenya, 
which will focus on core areas of planning, PFM, M&E and citizens participation. 
Data Source: LATF Advisory Committee-The Higher Performance Account
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LDF and climate change
  In recent innovations, PBGSs are being used as ‘top-up’ funding against performance in climate 
change adaptation initiatives such as vulnerability assessments and investment preparations
Performance for results
  Performance for results is another new development that focus on performance of various actors at 
both local and central government levels, which includes the central government performance within 
areas such as on timely fund transfers, audit and assessments and reforms implemented as planned 
to support the local government system
Highlights of innovations in LDF
  PBGS are a way forward in incentivising local governments through LDF
  To be effective, PBGS systems must have clear and measurable indicators
  Performance indicators must be periodically reviewed and fed back into the LDF system for its 
improvement
  LDFs are being used as ‘top-up’ grants to support climate change adaptation initiatives
  Performance for Results is another innovation within LDF that measures central government 
performance on fiscal management
8. Sustainability and future of LDFs
During the workshop, participants also reflected on the future of LDFs. Deliberations concentrated on the 
following aspects of LDFs:
  For sustainability, LDFs need to be mainstreamed into IGFTS. For this to happen, a robust structure of 
sub-national systems is required, and capacity building needs to be rendered to both the central and 
local government levels
  LDFs may, in the future, be strengthened to focus on improving entire services rather than only 
creation of assets/infrastructure in future variants. This would also be beneficial in catering to the 
increased expectations of more aware citizens. The change in the purpose of LDFs may be 
gradual. In Bangladesh, for instance, Millennium Development Goals were built into the grants as 
performance indicators, leading to a softer push towards a change in purpose and priorities at the 
local levels
  LDFs in urban areas may need to be evolved in keeping with the global move towards instituting 
different grants systems for urban and rural areas with different performance assessment criteria. To 
maintain a balance where pressure on service availment is high, costing of services or user charges 
may need to be built into grants
  Inter-municipal financing is another trend in the urban scenario, where it is increasingly seen that 
citizens tend to avail services in areas where the service quality is better, even if it falls outside their area 
of residence
  LDFs are good mechanisms of promoting inclusive growth. In order for them to also promote efficiency 
alongside, there would be a requirement for reducing transaction costs. The use of IT could be 
examined in the future. However, the feasibility of IT use would have to be studied for appropriate 
application in rural areas
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Menu of emerging trends in LDF
  Evolution of block grants to PBGS or combinations of both
  Innovative uses of PBGS in climate change and other such areas
  Comprehensive M&E frameworks for PBGS, with indicators that are consistently reviewed for 
suitability
  Sustainability and mainstreaming of PBGS
  PBGS for urban areas
  Inter-municipal financing
  Leveraging of OSR/local taxation through LDF
  PFM accompanied by public financial accountability
  LDFs for holistic service provision
  Use of LDFs for climate adaptation work at the local levels
Themes associated with LDFs: Deepening the connect
LDF is associated with strengthening local government systems in a variety of ways. In this process, it is 
critical to examine its linkages with themes related to local development. During the workshop participants 
examined some of these themes in detail, arriving at key elements related to the theme, challenges 
associated with the theme and good practices that are in prevalence around the theme. Key highlights 
from the group discussion are given below:
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LDF and accountability/transparency
  Accountability mechanisms are addressed at both horizontal and vertical levels of local governance. 
One mechanism is related to the planning and implementation of LDF and covers aspects such as 
inclusion, participation, oversight, disclosure and other concepts that relate to the relationship between 
local government and communities (often called downwards accountability). The vertical (up-ward)
mechanisms include Functional Assignment, compliance monitoring and fund allocation between tiers 
or levels of government that enable better implementation of grant systems 
  Functional Assignment is the base for accountability, as it ensures clear responsibility, fund allocation 
and utilisation. Functional Assignment may be in the form of a legal framework or part of the guidelines 
for grant management. It helps address issues of accountability when there are parallel bodies and 
multiplicity of funds involved in local development
  LDFs offer a range of accountability tools and initiatives, including focus on improved transparency in 
budget allocations, participatory planning, social audit etc. 
Capacity building
  Capacity building accompanies LDFs for funds to be utilised for the purpose intended. Capacity 
building is required for effective service delivery, developing awareness of local government system, 
civic oversight, forecasting and managing funds. It is required across a range of actors such as national 
entities, local government representatives, civic society and local government staff. It is required 
to use LDFs optimally in strengthening administrative systems, leveraging other sources of revenue 
and civic engagement
  Capacity building is not limited to imparting one-time training. There is a need for a comprehensive 
capacity building strategy to strengthen both the demand-side and the supply-side in the implementation 
of LDFs 
  As mentioned under the PBGS, CB support can be stimulated when linked to performance-based 
allocations 
Utilisation and M&E
  Utilisation of LDFs is often hampered by lack of timely release of funds to local governments. Most of the 
LDF utilisation examples are focusing on core infrastructure creation. A future shift from infrastructure 
to social sector investment is a desirable next level goal but is linked to the complication of M&E for 
intangibles in the social sector 
  In M&E for LDFs, there is a need for clearly laid out frameworks (Mongolia), processes of validation of 
fund used against community needs, third party assessments, evaluation of grant usage by beneficiaries 
and effective grievance handling mechanisms (Bangladesh and Nepal). The challenge of capacitating 
various tiers of government for M&E remains as an open question
  PBGS annual performance assessment may contribute to M&E systems and system development, 
but cannot and should not cover all needs of the M&E as it is focusing on certain types of measures. 
It is however, critical that the assessments are conducted by neutral, objective and professional third 
party agents
  The question of a roadmap for transition of LDFs into a mainstream national budget allocation is a 
critical one for the future generations of grants
Vertical and Horizontal Coordination
  This involves a number of elements such as tiers of government, existence of traditional authorities, 
civil society, coordination bodies (such as local government associations). Effective coordination 
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depends on clarity of Functional Assignment, levels of fiscal decentralisation and budgeting architecture, 
sources of revenues for local governments, determinants of revenue sharing criteria and even habitation 
patterns as well as on the institutional framework and bodies in place to support coordination
  Challenges of coordination include duplication of roles due to multiple tiers/authorities and 
fragmentation of resources. There is a further need for more complex coordination mechanisms in 
cases with systems with a larger number of tiers of local governments. However, there are some 
innovative examples of effective coordination. For instance, in Mongolia there is a clear distinction 
between delegated and devolved functions and clear contract systems. Other good practices are 
regular assessment of performance grants in Nepal and Bangladesh, existence of Fiscal Commissions 
(India), joint development partner operations (Kenya, Nepal) and Functional Assignments, as seen in 
the activity mapping process in India
  How many tiers of the government are optimal for effective coordination of LDFs, how to incentivise 
coordination between sub-national units and re-allocate capacities are some questions that remain 
open and influenced by multiple set of factors such as historical, size of country, capacity of local 
governments etc.
Conditionality for strengthening effectiveness of LDF
  Good practices in LDF conditionality include the seeking of adherence to legal compliances, a focus on 
strengthening M&E, instituting robust PFM practices and similar aspects of strengthening governance. 
The focus must be on improving performance of local governments and their competitiveness. PBGS 
can strengthen accountability in all directions (up-wards, downwards and horizontal), when properly 
designed and implemented 
  The challenges in compliance with conditionality come in the form of lack of devolution, capacity gaps, 
fund flow delays, off budget or parallel funding and questions of credibility of performance assessment 
to provide a realistic picture of adherence and therefore impact of LDFs (hence the importance to ensure 
strong structures and operations for quality assurance and neutrality in performance assessments)
  The questions that merit discussion on conditionality are first, whether there are examples of 
measurement of central government performance, in the same manner as that of local governments is 
monitored, especially in areas which are important for local government performance enhancements 
and whether these performance systems can be linked. Second, are there ways and means by which 
improvements in institutional performance are linked to individual performance?
 } In short – how performance at various levels can be better integrated in the initiatives
10. Future learning needs and offers
The workshop provided a platform for country groups to debate the drivers of change in their country 
contexts, and evaluate the challenges related to LDFs. In this concluding session, participants identified a 
list of learning needs and offers that could find place on the future learning agenda of LOGIN:
Learning needs
  Revenue of local governments
 } Fiscal health diagnostics
 } Formula based funding (criteria, data, etc.)
 } Framework for fiscal decentralisation including fiscal federalism
 } Fund equalisation
 } Enhancing systems and procedures for OSR for local service delivery
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  Performance Measurement
 } The design of a credible system of the performance assessments, including minimum access 
conditions and performance measures
 } PBGS – design elements
 } M&E frameworks, including community monitoring
 } Enforcing the implementation of PBGS and strengthening of the institutional capacity
  Links of LDF with Functional Assignment
Learning offers
  Frameworks for fiscal decentralisation
  Strengthening links between citizens and local governments through social accountability
  Performance-based grants (with point of departure in the comprehensive country experiences)
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Annexures
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Annexure I: Programme schedule
Day 1
Time What? How?
09.00 Introduction
The State of Decentralisation and Local Governance 
reforms in Mongolia
Presentations
10.30 Tea/Coffee Break
11.00 Mongolia’s Key Innovations in Fiscal Decentralisation 
and LDFs
Setting the Framework for LDFs
Presentations
12.45 Lunch
13.45 Institutional Setting, Purpose, Flow of Grants in Different 
Country Contexts 
Brief country presentations  
(5 slides, 5 minutes each)
16.00 Tea/Coffee break
16.30 Exchange Focusing on Concrete Experiences from 
each Country
Presentation and comments 
(7 minutes presentation, 3 minutes 
comment, 5 minutes clarifications)
18.00 End of Day 1
Day 2
Time What? How?
09.00 Exchange Focusing on Concrete Experience of Each 
Country (continued)
Presentation and comments
(7 minutes presentation, 3 minutes 
comment, 5 minutes clarifications)
Panel discussion
10.30 Tea/Coffee Break
11.00 Distilling from the Country Experiences Panel discussion
12.30 Lunch
14.00 Peer-exchange on Sub-themes Group discussions
16.00 Restitution Reports and panel discussion
18.00 End of Day 2
Day 3
Time What? How?
08.30 Future Trends Input and panel discussion
10.00 Tea/Coffee Break
10.30 Framework for Reform Analysis Input and panel discussion
11.30 Country Analysis on Needs and Offers Group work
12.45 Lunch
Contd…
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Time What? How?
14.00 Looking Ahead on Cross-learning Thematic group work 
15.45 Tea/Coffee break
16:15 Concluding Session 
17.00 Closure of Workshop
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Annexure II: List of participants
S.No. Participants Designation Organisation 
Afghanistan
1. Mr. Abdul M. Mansoor Head, Provincial Budgeting Ministry of Finance 
2. Mr. Abdul Rahman Habib Provincial Economic Activities 
Coordinator 
Ministry of Economy
3. Mr. Abdul M. Nasary Director of Policy and Planning Independent Directorate of Local 
Governance
4. Mr. Mohd. Edris Deputy Director Equality for Peace and 
Democracy
Bangladesh
5. Mr. Suresh Balakrishnan Chief Technical Advisor United Nations Capital 
Development Fund
6. Mr. Mobasser Monem Professor Department of Public 
Administration, University of 
Dhaka 
Bhutan
7. Mr. Dorji Norbu Director Department of Local Governance, 
Ministry of Home and Cultural 
Affairs
8. Mr. Pasang Dorji Chief Planning Officer Local Development Division, 
Gross National Happiness 
Commission
9. Ms. Tashi Wangmo Member National Council of Bhutan
10. Mr. Ugen Tshering Dukpa Deputy Chief Budget Officer Department of National Budget, 
Ministry of Finance
Cambodia
11. Ms. Huy Chanthary National Consultant Ministry of Economy and Finance
12. Mr. Pak Kimchoeun Director Moulathan Consulting
13. Mr. Tort Vannak Chief, Sub-National Planning and 
Finance
Secretariat of National Committee 
for Sub-National Democratic 
Development 
14. Mr. Michael Engquist Country Facilitator LOGIN
India
15. Mr. T.R. Raghunandan Individual Member LOGIN
16. Ms. Tina Mathur Country Facilitator LOGIN
Laos
17. Mr. Bounchanh Niyavong Deputy Director Planning and International 
Cooperation Department, Ministry 
of Home and Affairs
18. Mr. Gerard O’Driscoll Chief Technical Advisor UNDP Laos
Contd…
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S.No. Participants Designation Organisation 
19. Mr. Nisith Keopanya Director General Department of Planning and 
International Cooperation, Ministry 
of Home Affairs
20. Ms. Cindy Joelene Research Associate Myanmar Development Resource 
Institute's Centre for Economic 
and Social Development
21. Mr. Myo Aung Deputy Director Department of Rural 
Development, Ministry of 
Livestock, Fisheries and Rural 
Development
22. Ms. Cho Cho Aung Deputy Director and Headmistress 
of Institute of Development 
Administration
General Administration 
Department
Nepal
23. Mr. Subas C. Shiwakoti Under Secretary  
(responsible for LDFs)
Ministry of Federal Affairs and 
Local Development
24. Mr. Ramchandra Dhakal Joint-Secretary and Member-
Secretary, Fiscal Commission
Ministry of Federal Affairs and 
Local Development
25. Mr. Gopi Krishna Khanal Joint Secretary Ministry of Federal Affairs and 
Local Development
26. Mr. Bishnu Prasad Bhusal Managing Director Communication and Management 
Institute 
27. Mr. Kalanidhi Devkota Executive Secretary Municipal Association of Nepal 
28. Mr. Jaya Krishna Shrestha Director Local Development Training 
Academy
29. Mr. Parshuram Upadhyay General Secretary National Association of VDCs in 
Nepal
Pakistan
30. Mr. Yousaf Rahim Additional Director, General Projects FATA Secretariat
31. Mr. Rahmat Ghazi Khan Senior PTI leader  
(Ex. Secretary, Local Council Board)
PTI
Kenya
32. Mr. Martin Goga Anyango Director, Capacity Building and 
Technical Assistance
Ministry of Devolution and 
Planning
33. Ms. Christine Wangari 
Kebuchi
Advisor, Intergovernmental Fiscal 
Relations Department 
National Treasury
Mongolia
34. Mr. L. Dashdorj Citizens Participation and Economic 
Policy Advisor
Office of the President of 
Mongolia
35. Mr. D. Baasandorj Governor Governor’s Office, Jargalant 
soum, Khovdaimag
36. Ms. P. Erdenechimeg Secretary Citizens’ Representative Hural, 
Tsahir soum, Arkhangaiaimag
Contd…
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S.No. Participants Designation Organisation 
37. Ms. G. Narmandakh Officer Citizen’s Chamber, Binder County, 
Khentii province
38. Mr. G. Ganbold Deputy Chief (Permanent Secretary) Cabinet Secretariat, Government 
of Mongolia
39. Ms. Kh. Oyuntsetseg Head of Monitoring, Evaluation and 
Internal Audit Department
Cabinet Secretariat, Government 
of Mongolia
40. Mr. E. Misheel Expert of Local Governance 
Chamber, Local Governance and 
Development Department
Cabinet Secretariat, Government 
of Mongolia
41. Mr. M. Batgerel Head of General LDF Division Ministry of Finance
42. Ms. Ganchimeg LDF Consultant Ministry of Finance
43. Mr. Yo. Gerelchuluun Chief of Staff to the Governor 
of the Capital City and Mayor of 
Ulaanbaatar
Capital City Governor’s Office
44. Mr. U. Ganbold Head of Local Governance 
Department
Capital City Governor’s Office
45. Mr. Battulga Governance Reform Specialist Capital City Governor’s Office
46. Ms. L. Ariuna Lecturer, Department of Finance and 
Economics
National Academy of Governance
47. Mr. T.S. Batgerel Executive Director Association of Mongolian Local 
(Municipal) Governments
48. Ms. M. Tuya Capacity Training Manager Association of Mongolian Local 
(Municipal) Governments
49. Mr. Enkhbat Lecturer of Finance Department National University of Mongolia 
50. Ms. P. Yanjinlkham Executive Director Mongolian Association of Local 
Authorities
51. Mr. M. Sumyadorj Sustainable Livelihoods 
Programme
52. Ms. P. Erdenejargal Executive Director Open Society Forum
53. Ms. Oyunbadam Governance Program Manager Open Society Forum 
54. Ms. G. Purevtogtokh Sr. Programme Officer, Governance 
and Decentralisation Programme
SDC Mongolia
55. Ms. B. Munkhsoyol National Senior Expert, Public 
Finance Management
SDC-GIZ Energy Efficiency Project
56. Ms. Gabriella Spirili Dy. Director of Cooperation Swiss Cooperation Office in 
Mongolia
57. Mr. Tur-Od Lkhagvajav Country Facilitator LOGIN Mongolia
Resource Persons
58. Mr. Jesper Steffensen Senior Consultant DEGE Consult
59. Mr. Jonas Frank Programme Officer, 
Democratisation, Decentralisation 
and Local Governance
Swiss Agency for Development 
and Cooperation
60. Ms. Preeta Lall Team Leader LOGIN Secretariat
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Annexure III: The LOGIN Learning Offer on LDFs
Mode Experience Capitalisation Workshop
Timeframe 3 days (excluding travel) in July
Location Mongolia
Capacity Up to 30 persons
This Learning Offer presents an opportunity for LOGIN members to learn about the current status of 
LDFs, their features and challenges to strengthening fiscal decentralisation and service delivery, through 
a mapping of experiences through the region and outside. The workshop would be unique in bringing 
together experts, experiences, lessons and best practices on LDFs on to a single platform through the 
methodology of experience capitalisation.
The workshop would aim at:
  Changing the existing practices with regard to LDFs in the region through ‘learning for the future’
  Experience-givers would share existing practices with the change-owners or members desirous of 
change. A reform agenda is expected to emerge by learning from experiences
  Setting-out and continuing the learning agenda with the possibility of a community of practice emerging 
around the LDF theme
Through this workshop, LOGIN members would analyse and learn about:
  Features, types and purposes of LDF, as practiced in member countries. This includes performance 
based grant allocations, allocation formulae, etc.
  Institutional frameworks for LDF and their linkages with capacity development support
  Review of the state-of-the-art lessons learnt from the region and experiences from outside the region
  Experiences on integrating cross-cutting issues in the LDF design and implementation, including 
gender issues, inclusion of the marginalised, focusing on poverty reduction, peoples’ participation and 
accountability measures
The workshop is expected to facilitate members in formulating an agenda for change related to LDF 
practice in their countries and region. The workshop will also explore the setting of a future learning agenda 
for LOGIN on LDF, considering that more than half the countries within LOGIN have introduced and 
developed variants of LDF over the past decades for promoting fiscal decentralisation and performance 
improvements in local governance. Members would be exposed to the themes and sub-themes through 
a variety of methods including presentations, discussions and working groups.
Targeted Participation: LOGIN members from the government (especially ministries/Department of 
Finance and/or local government), decentralisation and local governance training institutions and civil 
society actors working on strengthening decentralisation (especially decentralised planning and public 
service delivery) at the local level.
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